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HE break in the prices of stocks, 

grains and cotton during the latter 

part of July has been a very spectac- 

ular affair, and may engage the public 

attention in a greater degree than its 
economic importance warrants. Since the 
forepart of April all the market influences had 
favored higher prices, including the natural 
business recovery, the continuous depreciation 
of the dollar in the foreign exchanges, and the 
measures adopted under the Industrial Recov- 
ery and Farm Relief Acts. Influenced by 
these factors, and impressed by the declared 
intention of the Administration to raise the 
price level, it was natural that far-sighted 
business men should anticipate their require- 
ments for commodities, and that securities 
should advance on both investment and specu- 
lative buying. 

It was also natural that a considerable num- 
ber of marginal buyers, lacking adequate funds 
for their operations or relying upon stop loss 
orders for protection, should push the advance 
too fast and far. The stop loss order is a de- 
vice to protect individual traders in accumu- 
lated profits, but when such orders are gener- 
ally prevalent they are a veritable mine under 
the market. 


The danger that speculation would be over- 
done had been foreseen in all conservative 
quarters, and President Roosevelt in his radio 
address last May warned against the ballyhoo 
route to prosperity. Now that an early reac- 
tion has come, however, it would be difficult 
to show that any but the speculators have 
suffered greatly from their mistakes, and the 
latter have taken the most appropriate and 
efficacious punishment that could possibly be 
devised. The farmers have had the benefit of 
higher prices earlier than would have been 
the case if speculators had not anticipated the 
improvement, and in considering the part of 
speculation in the decline its part in the ad- 
vance must also be taken into account. In the 
economic situation, while such wide fluctua- 
tions are disturbing, they are not the threat 
that they would have been if the period of 
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speculation had been prolonged, or if business 
were above normal. Moreover, they have 
given a lesson of the difficulty of forcing the 
recovery beyond its natural pace, and the situ- 
ation hereafter may be more stable accord- 
ingly. 
The Break in Wheat and Cotton 

The position in wheat, which declined 30 
cents a bushel during the break, affords an 
illustration of the situation that had developed 
in a number of markets. A natural basis for 
a price advance was laid by the sensational re- 
duction in the crop this season to the lowest 
figure in 40 years, and by the general business 
improvement. To these influences were added 
the effects of the depreciating dollar, which 
led people to convert their dollars into prop- 
erty, and the measures taken under the Farm 
Relief Act. These measures affected both 
wheat and flour prices. The plan to indemnify 
the farmer for reducing his acreage advanced 
the wheat market, and flour was advanced ad- 
ditionally by the imposition of a tax of 30c a 
bushel on the milling of wheat to provide the 
funds for the acreage reduction payments. 


Responding to these varying influences, 
wheat since the first of April had advanced by 
56c a bushel and flour by over $4 a barrel, 
and prior to the levying of the processing tax 
a period of great activity set in which com- 
pelled many mills to operate night and day. 
Naturally, however, this great activity did not 
last, and the breathing period which followed 
gave occasion for the liquidation of the over- 
extended market. 


In cotton similar influences have been at 
work. There was a shortage of cotton goods 
in merchants’ hands when the seasonal buying 
movement began after the banking holiday, 
and the buying was kept going by one influ- 
ence after another tending to advance prices. 
The cotton textile industry was the first to 
put its code into effect under the Industrial 
Recovery Act, and by reducing operations to 
40 hours a week for labor and 80 hours for 
machinery, and by raising wages, the costs of 
manufacturing have been substantially in- 
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creased. Meanwhile the plan of the Agricul- 
tural Adjustment Administration to take 10 
million acres of cotton land out of production 
this season was devised and carried through, 
and announcement was made that a tax of 
4.2c per pound would be levied on the proces- 
sing of cotton beginning August Ist. 

With these stimulating developments com- 
ing in succession, the price of cotton rose 5.8c 
a pound and the price of goods even more, the 
manufacturer’s margin on standard print 
cloths having advanced from 7.84c per pound 
on March 3lst to 21.19c on July 14, according 
to the reports of the New York Cotton Ex- 
change; and the demand for cotton goods rose 
to the greatest volume ever known. Mill 
operations increased sensationally and con- 
sumption of raw cotton during June and up 
to July 17, when the new working hours went 
into effect, exceeded that of any similar period 
on record. After this great activity a quiet 
period in the markets was evidently in order. 

The above instances give natural trade rea- 
sons for the reaction, which apply to other in- 
dustries as well. 


Misunderstanding of Inflation 


In addition to these trade reasons, there un- 
doubtedly has been a good deal of misunder- 
standing of the economic situation. It has 
been assumed that the United States is travel- 
ing the road of inflation, and that it is a one- 
way road; and this assumption alone might 
well-account for the markets over-reaching 
themselves. 

In particular the significance of the decline 
of the dollar in the foreign exchanges, to 
nearly 32 per cent discount at one time in 
July, has been misinterpreted. It has been a 
center of speculative attention, but except for 
its stimulus upon speculation, has had less to 
do with the price advance than many have 
assumed. It has caused dollar prices of im- 
ported commodities such as rubber and silk 
to be marked up, but could affect prices of 
exported goods only if it attracted a greater 
demand for them, and there is little evidence 
of increased exports due to this influence. In 
the June foreign trade of this country imports 
exceeded exports for the first time in two 
years, which indicates that the chief influence 
of dollar depreciation upon trade has been to 
raise the price of imports. Upon commodi- 
ties not important in foreign trade, such as 
wheat, which has long been above an export 
basis, and many others, the dollar depreciation 
has been only a sentimental influence. 

The decision of this country, given in Pres- 
ident Roosevelt’s statement to the London 
Conference, not to participate in plans for 
currency stabilization until the problem of 
domestic recovery is worked out, implies that 
the value of the dollar should be governed 
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by the price level rather than the converse. 
The situation for the time being, however, is 
that neither is governed by the other, but both 
by the play of collective judgments and collec- 
tive emotions in the markets. 

It is true that in the long run a depreciation 
of the dollar must advance domestic prices 
above world prices through its effects on im- 
ports and exports, but there are two important 
qualifications. One is that it has the effect of 
depressing world prices, and an advance in 
domestic prices may thereby be inhibited, as 
was the case with English prices when the 
pound sterling depreciated. The other is that 
such an effect would require a long time to 
be realized, and could scarcely be an impor- 
tant factor in the immediate situation. More- 
over, with this country enjoying a creditor 
position in the international accounts, except 
for capital movements, the normal tendency 
of the dollar is to return toward par, and it 
can be permanently kept down only by the 
exercise of measures to maintain prices above 
world prices, or by formal devaluation. 

All this justifies the statement that the de- 
cline in the dollar has been an insecure basis 
on which to rest an early and rapid price ad- 
vance, and the reaction proves this. It shows 
the uncertainties that must exist in reliance 
upon monetary influence to advance prices, 
and the instability of prices thus advanced. It 
also is suggestive as to the degree of inflation 
that might have to be applied to maintain 
prices at a level far above the world markets. 


Trade and Industrial Conditions 

There is no ground for ascribing to the mar- 
ket break any important influence on the 
business situation. The vertical rise of the 
business indexes continued uniformly during 
the forepart of July, but in a few lines gave 
signs of pausing toward the end of the month. 
This was to be expected after four months of 
continuous advance, at the greatest rate at- 
tained in any business recovery of record, and 
the general view as to the probability of a 
Fall upswing is not disturbed by it. On the 
contrary, the speed of the rise had already 
roused apprehensions that production was run- 
ning ahead of the prospective retail distribu- 
tion. 

The table on the next page gives a record of 
some of the recognized business indexes, 
showing the percentage of rise from one year 
ago to the latest figures available. The show- 
ing of these indexes is in general the best 
since early in 1931, and the productive activ- 
ity of all the industries, as measured by the 
composite indexes making adjustment for nor- 
mal seasonal variations, has been in July ap- 
proximately equal to the peak of the Spring 
rise in 1931. The index of the Standard Sta- 
tistics Company, given at 94.3 in the table, 
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was 93.9 in April 1931 (January 1, 1923=100), 
and that figure had not since been equalled 
until the past month. As compared with the 
1929 peak, this index shows that half of the 
decline has been recovered. 


Month of June Year Percent 
or Latest Week Ago Increase 


Industrial Activity (Stand. Stat.).... 94.3¢ 55.0 71.4 
Checks Cashed, 262 centers, Mill. $.. 8,082* 6,266 28.9 
Freight Car Loadings, Thousands.. 648* 504 28.6 
Electric Power Prod., Mill. Kw. Hrs, 1,648* 1,416 16.4 
Steel Operations, Per cent of cap. 58* 16 262.5 


Bituminous Coal Prod., Thous. Tons 6,965* 4,155 67.6 
Automobile Production, Number... 253,000 183,000 38.2 
Cotton Consumption, Bales... 322,700 115.7 
Silk Deliveries to Millis, Bales. 53,627 37,470 43.1 
Lumber Orders, Million Feet... 187 120 55.8 
Rubber Consumption, Long Tons... 51,326 41,475 23.7 











* Weekly figures. { Month of July, estimated. 


With industry going at this rate, and the 
rising prices influencing manufacturers and 
distributors to increase their inventories, the 
question of retail demand assumes great im- 
portance. Department store sales during 
June, as reported by the Federal Reserve 
Board, showed only the seasonal change from 
May, and were 4 per cent below a year ago, 
in dollars. However, these figures indicated a 
slightly larger movement of merchandise, as 
prices at the beginning of the month were 8.3 
per cent lower, and at the end 3.8 per cent 
lower, according to the Fairchild index. The 
dollar sales of chain stores and mail order 
houses during the month were 7 per cent 
larger, this figure representing a larger volume 
of merchandise. Reports from New York City 
department stores for the first half of July 
show little change, sales having been 4 per 
cent smaller than in the same period of 1932. 
Elsewhere, however, the showing has been 
better, according to preliminary reports, with 
chains and mail order stores serving factory 
centers and agricultural districts generally 
well ahead of a year ago. 


The Question of Purchasing Power 


It is usual for retail sales to lag somewhat 
in a business recovery. Looking to the Fall, 
consumers’ income will be the largest in sev- 
eral years. In June employment in the manu- 
facturing industries increased 7 per cent and 
payroll disbursements 11 per cent over the 
preceding month, according to the Department 
of Labor. This is against the usual seasonal 
decline, and the record for July will be similar. 
The advance in security prices from the low 
represents an enormous increase in buying 
power. 


Moreover, the increase in corporation profits 
and the better showing in dividend disburse- 
ments, as reported in a subsequent article in 
this Letter, is highly favorable. The turn 
from a loss to a profit in corporation earnings 
is a very necessary development in advancing 
business recovery. Not only does it give the 









incentive to produce and to increase employ- 
ment, but it provides the means for repairing 
the ravages of the depression upon equipment, 
for making replacements and improvements, 
and in this manner extending the recovery to 
the industries making capital goods as well as 
those turning out articles of personal use. No 
recovery could progress far unless this im- 
portant group of industries, including con- 
struction and machinery of all kinds, partici- 
pated in it, and this is a reason why consider- 
ation should be given to the profits of industry 
in the operation of the Recovery Act. 

Conversely, the lack of a capital market, out 
of which industry could finance its capital 
needs, is one of the unsatisfactory elements in 
the present situation. It is common testimony 
that difficulty in fulfilling the requirements of 
the new Securities Act is one of the obstacles 
holding up new public borrowing. 

There is no ready method other than obser- 
vation for determining whether general pro- 
duction and consumption are out of line, but 
the view of General Johnson and other good 
judges is that the situation is threatening. 
Hence the efforts during the past month to 
speed up the operation of the Industrial Re- 
covery Act, the rapidity with which the major 
industries have prepared their codes, and 
finally the appeal to all employers of labor to 
agree voluntarily to fix the maximum work 
week at 35 hours and minimum pay at 40 cents 
an hour for factory workers, and 40 hours and 
$14 to $15 per week (depending upon location) 
- clerical workers, effective until December 

In response to this appeal the President has 
received an impressive affirmation of support 
from over the country. There is no question 
as to the willingness of business men to co- 
operate in the greatest degree that their cir- 
cumstances permit. Everyone recognizes that 
the Administration is making an earnest effort 
to reestablish order in industry and is entitled 
to the fullest practicable cooperation. Inevit- 
ably differences of opinion arise about features 
of the recovery program, but on all sides there 
is a genuine desire to adjust them. The Presi- 
dent has given assurance that the program is 
subject to modification as experience may 
suggest. 

The Record of the Industries 


A good test of consumer purchasing power 
is being provided by the automobile industry, 
and with gratifying results. Keeping produc- 
tion closely adjusted to sales, the industry 
turned out 253,322 vehicles during June, the 
largest total since May, 1931; and many manu- 
facturers, particularly those making low- 
priced cars, have done as well during July, 
although sales usually drop in the Summer. 
The automobile industry is experiencing some 
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of the deferred replacement buying, and in 
view of the volume of that pent-up demand, 
which will be released as purchasing power 
increases, it would be premature to assign a 
limit to the upswing. This situation exists in 
the tire business, and of course in a more 
marked degree. Tire factories everywhere are 
operating at capacity, and rubber consumption 
in June broke all records. 

Operations in the steel industry, after having 
advanced from 14 per cent to 59 per cent of 
capacity over an unbroken period of 16 weeks, 
finally ceased to expand during July. Consid- 
ering the small demand for steel from the 
construction industry and the railroads, which 
in the years prior to 1929 consumed about 35 
per cent of the output, the halt may appear to 
some to be overdue. However, the industry’s 
order books are in good condition, and with 
wages increased July 17 and the Recovery code 
drawn up there is no room for price weakness. 
The mills count upon automobile and miscel- 
laneous requirements to maintain their opera- 
tions until Fall, when they hope for construc- 
tion and railroad orders to carry on the up- 
swing. 

Awards of building contracts continue to 
run below 1932, but by a smaller percentage 
than in the earlier months of the year. For 
the first half of July the totals were 30 per 
cent under a year ago and 9.4 per cent below 
June, this drop being less than seasonal. Resi- 
dential building continues to make the best 
showing, having turned the corner in May. 
Public works and utilities construction is lag- 
ging, but the Government’s expenditures 
should begin to appear in these figures within 
the next sixty days. Lumber shipments are 
the best in two years, and the backlog of un- 
filled orders the best in four years. 

In textiles and apparel the primary markets 
have been quieter. Textile mills, however, 
have orders on hand to keep them employed 
through the Summer and in some cases well 
into the Fall, and there has been no abate- 
ment of operations except that enforced in 
the cotton mills by the Recovery code. We 
have noted the record operations of the cotton 
mills prior to July 17, and the activity in wool, 
silk and rayon is almost as striking. The silk 
mills took 53,627 bales of raw silk during 
June, the highest on record for the month. 

Clothing manufacturers are sold well ahead. 
Shoe factories have been turning out goods at 
an unprecedented rate, the record output of 
May and June having raised the first half 
year’s total about 15 per cent over the corre- 
sponding period of 1932. 

Another group of industries which has made 
impressive gains is the household equipment 
group. The long depressed furniture business 
has boomed, with factories sold up at good 
price advances. 
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The Agricultural Situation 


Credit for the improvement in agricultural 
prices over the low may be attributed about 
equally to natural causes and to the Farm Re- 
lief Act. The Government crop report as of 
July 1 was a sensational document, so far as 
it related to the grain and feed crops. The 
figure for Spring wheat was only 160,000,000 
bushels, or 100,000,000 below a normal crop. 
This represents a partial crop failure in both 
sections of the wheat belt, since the Winter 
crop is only 335,000,000, and the total of 496,- 
000,000 is the smallest since 1893. The Can- 
adian crop is also reduced, by the same drouth 
which struck our Northwest, and the July 1 
condition was 77 against 99 last year. More- 
over the weather has continued unfavorable. 

The change in our wheat situation is the 
sharpest on record. The figure given com- 
pares with average domestic needs over the 
past few years of around 725,000,000, taking 
no account of exports. These needs may be 
less this year, and exports negligible. Never- 
theless the first substantial reduction in the 
carryover accumulated during the past six 
years is indicated. There will be no other 
grains to replace wheat, the rye crop being 
given as 25,300,000 bushels compared with 40,- 
400,000 last year, corn 2,384,000,000 against 
2,876,000,000, oats 699,000,000 against 1,238,- 
000,000, and barley 170,000,000 against 300,- 
000,000. The hay crop likewise is reduced. 

For livestock feeders the situation is ‘not 
happy, the figures indicating a scarcity of feed 
from Ohio west to the Pacific Coast. At 
present prices feeders are unable to recover 
the cost of grain fed to livestock, and this has 
caused increased marketings of hogs and 
cattle, holding their prices relatively below 
other farm products. This is the way the law 
of supply and demand operates, and in time it 
will reduce the supply of livestock and in- 
crease its price. However, in view of the 
measures to assist other farmers under the 
Relief Act, the feeders are naturally not back- 
ward in asking that an allotment plan be de- 
vised for them also, and this may be the next 
development. The dairy industry is affected 
as the feeders are. 

The cotton acreage reduction plan, whereby 
the Government will pay for the plowing up 
of the crop, was carried through successfully. 
Secretary Wallace announced on the 17th that 
more than 10,000,000 acres had been tendered 
to the Government for destruction, having an 
estimated production of 3,500,000 bales. The 
effect was to move cotton prices up sharply. 

Thus between what they will receive for 
their production, and what they will be paid 
for not producing, both the cotton and grain 
farmers are in a happier position than in some 
time. Wool, hides, butter and other products 
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likewise have advanced further, though some 
were affected by the reaction. 


Prices to the Consumer 


Cheering as this is to the farmers, there is 
another side to the picture, which is the rise 
in prices of the things he buys, under the 
administration of the Recovery Act. It is 
worth noting for example, that cotton print 
cloths, 3814” 64 x 60, at 634 cents, are approxi- 
mately the same price as in the early part of 
1930. Then, however, cotton was 17 cents a 
pound in New York as compared with 10.50 
now. Similar comparisons could be made for 
other cotton cloths. These wholesale prices 
are not immediately reflected at retail, but in 
the long run must be. Evidently the cotton 
farmer, whose position was so much com- 
plained of in 1930 that the Farm Board was 
intervening in his behalf, is not gaining much 
in ability to buy goods made from his cotton. 
In fact the disparity between cotton and goods 
is as great as when cotton was selling at its 
low of 5 cents a pound. 


This comparison may make concrete a very 
important issue, to wit, the effect of the higher 
prices to the consumer. From the bottom, re- 
tail prices of food advanced 6.9 per cent to 
June 15; prices of department store merchan- 
dise 4.2 per cent to July 1; and the cost of 
living as calculated by the National Industrial 
Conference Board 1.4 per cent to June 15. 
Retailers commonly express concern as to the 
situation when further markups must be added 
to retail prices, as goods are replaced. The 
hazard in attempting to meet this problem by 
raising wages and reducing production, which 
increases costs and prices, is that the recovery 
program may become entangled in a vicious 
circle. To increase the flow of goods in trade 
channels and employment in the factories the 
first essential is that the terms of exchange 
between the various products shall facilitate 
trade, for it is in the exchange of goods and 
services that purchasing power lies. 


Money and Banking 





The supply of funds in the money markets 
has been ample during July, the reporting 
member banks in leading cities having had, 
on the latest reporting date, reserves some 
$300,000,000 in excess of legal requirements. 
This surplus, however, has not been uniformly 
distributed. Whereas in previous periods of 
excess reserves a great part has been in New 
York City, during the past few weeks they 
have been held almost entirely in other cen- 
ters; and New York City banks at one time 
purchased Federal funds from Chicago banks 
to keep their reserves up to requirements. 

This situation of course signifies a move- 
ment of funds from New York to the interior, 


and in the early part of the month this move- 
ment was quite pronounced. In part it was 
connected with the usual half-yearly disburse- 
ments by corporations, and other seasonal fac- 
tors; but was also influenced by the suspen- 
sion of interest payments upon demand de- 
posits by the member banks of the Federal 
Reserve system, as required by the Banking 
Act effective June 16, which led country banks 
to reduce their New York balances. 


Due to this shift of funds, a slightly firmer 
tone appeared in the New York money mar- 
ket, as evidenced by 60 and 90-day collateral 
loans at an advance of % to 14-1¥% per cent, 
and by an increase in the 90-day bill rate on 
July 7 from % to % asked. Inasmuch, how- 
ever, as any rise in rates in New York would 
attract the surplus funds of other centers, it 
was out of the question for this tendency to 
go very far. 


The chief factors contributing to the excess 
reserves have been, as heretofore, the return 
of currency from circulation into the banks, 
and Reserve Bank purchases of Government 
securities, which put Reserve funds into the 
markets. The decrease in money in circula- 
tion was slowed down by the temporary ex- 
pansion incident to the Independence Day 
holiday, but for the four weeks ended July 26 
totaled $74,000,000. The Reserve banks like- 
wise slowed down their purchases of Govern- 
ments, but took $53,000,000 in the same period. 
Out of these funds the banks paid off $30,000,- 
000 of rediscounts, reducing them to $161,- 
000,000, which except for a brief period of 1931 
is the lowest on record. Of the remaining 
funds a substantial portion went to increase 
the reserves of the member banks, which rose 
to a new high point since the banking holiday. 


Demands for credit have shown some in- 
crease. The secured loans of the reporting 
banks in the three weeks ended July 19 fose 
$116,000,000, and “all other” or the so-called 
commercial loans (in which, however, sales of 
Federal funds are included) rose $86,000,000. 
Concurrently the banks sold Government se- 
curities to the extent of $114,000,000, and $7,- 
000,000 of other securities, leaving a net in- 
crease in loans and investments of $81,000,000. 


These figures show that the increase in com- 
mercial demand for funds which may logically 
be expected to follow the business recovery 
and price rise has not yet reached important 
proportions. Whether the money markets 
will firm importantly, as this demand rises, ob- 
viously will depend in great degree upon the 
rate of return of currency from circulation, 
and upon the policy of the Federal Reserve 
Banks with respect to purchases of Govern- 
ment securities in the open market. 
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Did Gold Cause The Depression? 


There have been from the beginning two 
widely different views as to the cause of the 
business depression, and therefore as to reme- 
dies for it. One of these has been that it 
resulted mainly and primarily from an inade- 
quacy of the world’s monetary system, based 
on gold, to properly perform its functions as 
the standard of value and agency for effecting 
the exchanges of business. It represents that 
supplies of gold failed to keep pace with the 
growth of business and rise of prices and that 
the break in prices resulted from an insuf- 
ficient base under the expanding volume of 
credit. This theory, however, itself is lacking 
in factual support. Authoritative figures (*) 
show that the gold reserves of the world in- 
creased by over 100 per cent from 1913 to 1929, 
which unquestionably exceeded the increase of 
production and trade, reckoned even at the 
higher level of prices. In 1929 the Financial 
Committee of the League of Nations created 
a body of inquiry, called the “Gold Delega- 
tion,” eleven members from ten countries, to 
examine into this subject and make a report 
thereon. The report was made in 1931, and 
the substance of it is contained in the follow- 
ing extract: 

We wish at this point to record our opinion that 
the world’s total stock of monetary gold, apart from 
any consideration as to its distribution among differ- 
ent countries, has at all times in recent years been 
adequate to support the credit structure legitimately 
required by world trade and that the rapid decline in 
prices which began in 1929 cannot be attributed to 
any deficiency in the gold supply, considered in this 
sense. 

It is true that individual members of this 
body were of the opinion that as a result of 
the war and the extraordinary shifts of trade 
and capital caused by the war and war debt 
payments, an undue concentration of gold had 
occurred in a few countries, the United States 
in particular, and that this had disturbed the 
normal balance of the world economy. This, 
however, obviously was a situation chargeable 
to the war, and must be counted with the 
other derangements and costs of the war. The 
Delegation held that it had no significance as 
to the aggregate supply of gold available for 
business purposes, and since this country was 
the principal holder it evidently did not cause 
the break of prices in this country. 





The Disorder in Industry and Trade 


The other explanation of the depression is 
that it has been due to a widespread disor- 
ganization of price and trade relations, result- 


ing from the war. This view has been con- 
sistently advanced in these columns, and is set 
forth at length elsewhere in this issue (pp. 124). 
It holds that the monetary theory of the de- 


(*) Federal Reserve Bulletin, June, 1933. 


pression exaggerates the part of mere cur- 
rency in modern business, since commodities 
and services really pay for each other in the 
exchanges, with currency only the media of 
exchange. This view is verified by the very 
argument made in behalf of debtors, i.e., that 
they must pay their debts with what they have 
for sale, and that great injustice is done them 
by the fall of prices. It is verified also by the 
fact that 90 per cent or more of all the pay- 
ments of this country are made by means of 
private checks, which cancel out in the clear- 
ing houses. 


It is only when trade is thrown out of bal- 
ance by disorderly production or a disruption 
of price relations (usually both) that bank 
clearings fail to practically settle themselves. 
Unbalanced clearings reflect unbalanced trade, 
which means a contraction of purchasing 
power and resulting unemployment. 


Proven by the Agricultural Situation 


This is proven by the disorder existing since 
1920 in the relations between primary products 
and manufactured goods and transportation 
costs. The war created new conditions in 
the production of all the staple products from 
which more than one-half of the inhabitants 
of the world derive their livelihood. An 
eminent European economist, Professor Cas- 
sel, of the University of Stockholm, in an 
article discussing this disruption of relations, 
has said that “the entire world economy has thus 
been put out of balance.” 

The primary cause of this price situation 
was the stimulation of production outside of 
Europe by the war. Efforts to reach an agree- 
ment for a restriction of wheat production have 
been one of the leading activities of the recent 
London Conference. And finally conclusive 
proof of what the war did to agriculture is had 
in the unprecedented policy of the United 
States Government in hiring farmers, at the 
cost of hundreds of millions of dollars, to re- 
duce their acreage in the principal crops. This 
extraordinary action is based upon the premise 
that this country has overdone its agricultural 
development, that surplus production is the 
cause of the low prices and that this loss of 
farm purchasing power is a leading factor in 
the depression and unemployment. Evidently 
agriculture is badly out of balance with the 
other industries, and if this has been an im- 
portant influence in the distress of agriculture 
and in the origin of the depression, what be- 
comes of the case against the monetary sys- 
tem? 

Another important subject of international 
negotiations has been sugar, the production of 
which was overstimulated, first, by war con- 
ditions and then by the fostering legislation of 
numerous countries, until producers every- 
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where have been ruined and their purchasing 
power destroyed. Coffee, tea, rubber, the 
vegetable oils (which compete with butter) all 
were overstimulated in like manner with like 
results, and the same was true of silver, 
copper, lead, zinc, tin and coal. 

In the important Appalachian Coal case re- 
cently decided in the Supreme Court of the 
United States, Chief Justice Hughes, who ren- 
dered the opinion, said: 

The findings of the District Court, upon abundant 
evidence, leave no room for doubt as to the economic 
condition of the coal industry. That condition, as 
the District Court states, “for many years has been 
indeed deplorable.” Due largely to the expansion 
under the stimulus of the Great War, “the bituminous 
mines of the country have a developed capacity ex- 
ceeding 700,000,000 tons” to meet a demand “of less 
than 500,000,000 tons.” 

The building industry, and construction 
work generally where not directly related to 
the war, were restricted during the war and 
then overstimulated to make up for the re- 
sulting deficit, with results that are familiar. 
Other examples might be named of the man- 
ner in which industry was thrown out of its 
normal stride by the war, with resulting dis- 
turbance to wages, prices, and all the relations 
of the business world. The passage of the 
Industrial Recovery Act is tangible recogni- 
tion of widespread disorder in industrial 
relations. The monetary theory of low prices 
takes no account of these disorders in industry 
and trade. 


The Collapse of a Theory 


It is not too much to say that the monetary 
theory of the depression has been completely 
disproved by the events of the last five months. 
Giving attention particularly to conditions in 
this country, we give the figures for money 
in circulation (outside of the Treasury and 
Reserve banks) in the five years ended with 
1929 and the years since as follows: 


Total Currency in Circulation 
(In Millions of Dollars) 


June 30, 1925 Jan. 31,1933 5,644 
June 30, 1926 Feb. 6,545 
June 30, 1927 Mar. 7,538 (Peak) 
June 30, 1928 " , cuecnenee 

weed Apr. 


abet) 


May 
June 
July 


It will be seen that the amount of currency 
in use in 1929 and previous years was less than 
at any of the dates since, and it is certain that 
the amount in the former years was ample to 
serve the country’s trade. The larger amounts 
outstanding since the middle of 1931 have been 

due to hoarding. The volume now is about 
‘the same as one year ago, although the vol- 
ume of trade is notably larger. The several 
acts of legislation and the policies of the Re- 
serve banks designed to increase money in 


circulation have had no such effect, which 
shows that the quantity that will stay in cir- 
culation depends upon the state of trade and 
not upon the amount that may be printed. 


The stock of gold held by the Reserve banks 
and the United States Government, which 
measures the capacity for bank credit expan- 
sion, is shown at intervals in 1929 and down 
to the latest date: 


(In Millions of Dollars) 


June 30, 1929 June 30, 1931... 
Dec. 31, “ ... a: % ae 
June 30, 1930... 
Dec. 31, “ 


It will be seen that at only one of the dates 
named since 1929 have the gold reserves been 
less than in 1929, and that on June 30, 1933, 
they were slightly higher than on June 30, 
1929. The exception was June 30, 1932, which 
was at the end of the great movement of gold 
out of the country in the first half of that year, 
completely reversed in the last half. These 
figures prove that the gold reserves since 1929 
have been ample to sustain a volume of credit 
and a level of prices as high as existed in 1929. 

Moreover, it is well known that in 1929 a 
large part of the bank credit in use was em- 
ployed in speculative operations of various 
kinds, in stocks, real estate, and other invest- 
ments not directly related to industry or trade, 
and that since then these credits have been 
largely liquidated. These resources, therefore, 
are now available for business purposes. That 
they have been used to a diminishing extent 
since 1929 has been due to the fact that, owing 
to disorder in trade and prices and to various 
conditions affecting credit, the public has been 
disinclined to use them. The will to use them 
did not exist. The will to use money or credit 
is an important factor which the advocates of 
more money often leave entirely out of their 
calculations. In other words, they neglect the 
factor of confidence, which may be affected 
by monetary legislation. 


The Revival of Business and Rise of Prices 


Since the bank holiday in March and the 
general restoration of confidence in banks, for 
which the Government at Washington is en- 
titled to much credit, a marked revival of 
business has occurred, due to a number of in- 
fluences, which have been recounted under 
“General Business Conditions”. The suspen- 
sion of gold payments prompted a transfer of 
ready capital out of the country, at first by 
shipments of gold, and when these were em- 
bargoed, by exchange operations which in- 
volved the depreciation of the dollar in the 
foreign exchanges. This was followed by 
legislation empowering the President to issue 
large sums of paper currency and to reduce 
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the gold content of the unit dollar to the ex- 
tent of 50 per cent, altogether creating a pre- 
sumption that unless prices advanced without 
such action they would be forced up in this 
manner. Thus all conditions, and the opinions 
of inflationists and anti-inflationists alike, 
pointed to higher prices, which naturally 
caused business men to conclude that it was 
better policy to have commodities or stocks 
than money, and started a buying movement. 


There is no need now to carry explanations 
farther ; interest centers in the effects,'and our 
immediate purpose is to show that a pro- 
nounced change in the business situation has 
come about without any inflation of the cur- 
rency. A very substantial rise of prices has 
occurred, as appears from the well known in- 
dex tables quoted below. 


Rise of Commodity Prices from 1933 Low 


1933 1933 Per Cent 

General Indexes Low High Change 
Moody’s (15) 

(Dec. 31, 1931—=100)........ 78.7 148.9 +89.2 
Journal of Commerce (30) 

(1927-1929==100) — ...cseesooee 36.0 61.7 +714 
Dun & Bradstreet (30) 

(1930-1932—=100) 20... 000 113.5 +67.1 
Annalist Wholesale (74) 

CRRERIIOO) ” Sasedcesscccsiecsiens 8 107.0 +34.1 
Bureau of Labor (784) 

CROTON csceinssicsersconnemce 59.6 69.7 +16.9 
Bureau of Labor—Farm 

Prod. (1926—=100)........0 40.2 62.7 +56.0 

Note: All indexes are weighted. Figures in paren- 


theses indicate the number of commodities included. 
Moody’s commodities with weight attached to each are 
as follows: wheat 13, cotton 13, hogs 13, steel scrap 10, 
sugar 10, wool 7, copper 5, hides 5, corn 4, rubber 4, 
silk 4, coffee 4, lead 3, silver 3, cocoa 2. These are 
all staples of the kind that has suffered the largest 
declines and which always respond most rapidly to 
a business revival. The longer lists include com- 
modities of less importance or of a less primary char- 
acter, i.e., semi-manufactured or finished manufac- 
tures, in which labor is a larger factor, and in which 
the price changes always are smaller. Thus the 
Bureau of Labor index, based upon 784 commodities 
shows the smallest advance, but an advance of 56.0 
in the Farm Products group. 


The Will to Buy 


This advance of prices has been wholly due 
to a changed attitude on the part of the busi- 
ness public. Changing conditions have sud- 
denly developed the will to buy, which had been 
weakening since 1929 until it had reached an 
abnormally low state, with goods holdings of 
all kinds very low. 


This right-about face was not unprecedent- 
ed. Something very like it occurred in 1879- 
80, after six long years of depression following 
the crisis of 1873, and again in 1898-99 after the 
crisis of 1893. In both of these periods of de- 
pression agitation had been rampant to change 
the monetary system. It was said then, pre- 
cisely as has been said in recent months, that 
prices never would rise, debts never would be 
paid, labor never would find employment and 
prosperity never would be known again, un- 


less the monetary standard was changed. And 
then in both instances prosperity suddenly re- 
turned and the agitation ceased entirely. Con- 
ditions had righted themselves. 


Whether this situation was ready to right 
itself completely last Spring, or is yet, is 
something about which opinions may differ. 
The disorders resulting from the war and the 
boom period were very great and it may be 
doubted that all of the necessary readjust- 
ments have been made. The farm program 
and the industrial program have been under- 
taken upon the theory that serious maladjust- 
ments remain to be corrected by some other 
means than an increase in the supply of money 
or change in the standard. 


Plenty of Money and Credit 


The increase of activity and of prices which 
has occurred has made no marked demand 
upon the available supplies of money and 
credit. There is no apparent reason related 
to these supplies why the recovery may not 
go on until every worker has a job and the 
price level is as high as in 1926-1929. It de- 
pends upon the trading relations between the 
industries and the full restoration of confi- 
dence. 


Senator Thomas, author of the amendment 
to the Farm Adjustment Act authorizing the 
President to issue $6,000,000,000 of additional 
currency and devalue the gold dollar one-half, 
is quoted as follows: 

If the kind of inflation we are having brings back 
the 1926 price level, then perhaps we may not need to 
resort to physical inflation of the currency. 

If we can have living values again—wheat at $1.50 
a bushel, corn at $1 a bushel, cotton at 15 cents a 
pound and other commodities selling for comparable 
prices—credit inflation or expansion will come nat- 
urally and automatically. It may come about that 
the very fact that the President has the power to in- 
flate will make the exercise of such power unneces- 
sary. 

In view of the rise of cash wheat in a few 
months from the low of 44 cents to $1.15, of 
corn from the low of 23 cents to 64 cents, 
and of cotton from the low of 5.90 cents to 
11.75 cents, (cash prices) without any sign of 
a scarcity of money, the goals set by Senator 
Thomas do not at all appear unattainable. Re- 
ports from the farming districts say that the 
psychology there has undergone a complete 
change. 


That the legislation has had an effect in in- 
ducing a conversion of cash or bank deposits 
into goods and stocks is doubtless true, but 
as stated above the rise of prices has not been 
wholly due to this cause, and subsequent hap- 
penings in the markets have shown that it 
would have been just as well if the rise had not 
been quite so fast and furious, or perhaps if 
the “flight from the dollar” had not been a 
factor in it. The markets plainly were over- 
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done, but the effect upon prices of a buying 
demand has been once again fully demon- 
strated. As in all other periods of low prices 
the situation has not been due to lack of 
money but lack of the buying demand. 

Furthermore, regarding the influence of 
“the power to inflate,” even if it be true that 
the prospect of inflation has had an influence 
in stimulating the conversion of cash into 
stocks and merchandise, it hardly can be ar- 
gued that fear about the money is a better 
basis than confidence for enterprise and en- 
during prosperity. Credit is an essential factor 
in modern business, and contracts of every 
kind are based upon money. Every time of 
expanding business has been a time of ex- 
panding credit, and misgivings about the 
money tend to deter those who have it from 
either granting new loans or renewing old 
ones. 

Give the Natural Forces Time 


There is no reason to think that the recov- 
ery movement is exhausted. The new buying 
power which has been created by the rise of 
primary products and by the return of a mil- 
lion or more workers to employment will in- 
crease consumption and thus give further 
impetus to the movement. In place of the 
vicious cycle of declining trade, falling prices, 
diminishing employment and diminishing con- 
sumption, a reverse cycle has begun, and if 
wise counsels prevail, all of the lost ground 
may be recovered. The extensive plans 
adopted for the restoration of a “balanced 
economy” are not yet effective. In short, the 
latent forces making for natural recovery are 
just getting under way. What is needed now 
above everything else is confidence in the nat- 
ural forces which have made so splendid a 
beginning and intelligent cooperation with 
them. 


At some stage in our policy it surely will 
be necessary to reestablish confidence in the 
stability of money and credit, and it would 
seem that the sooner this is done the better. 
In view of the record of these five months, 
who can now believe that the provisions for 
increasing the monetary circulation by $6,- 
000,000,000 and for devaluing the dollar by 
one-half are necessary to restore prices? 

Considering that a revival of prosperity is a 
spreading movement, gaining strength as em- 
ployment and buying power increase and as 
the different sections of the industrial system 
receive stimulus from each other, it is evident 
that time is required to bring all the idle re- 
sources into action and accomplish the full 
recovery. If now, while this orderly develop- 
ment is going on, action should be taken 
to hasten the rise of prices by forcing cur- 
rency depreciation, alternative dangers would 
threaten, to-wit, that the action would im- 
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pair confidence in real recovery, or that if 
the level of prices planned for should be at- 
tained in this manner and without impairing 
confidence, the latent forces of natural re- 
covery still operating would carry the price- 
movement far beyond the level contemplated, 
thus upsetting the very equilibrium that had 
been sought and launching the country upon 
another era of inflation and speculation; in 
short, that the inflationary forces having been 
released, could not be recalled or controlled 
as the advocates of a “managed” currency 
vaguely theorize. 


As to a Managed Currency 


Practically all of the change in the last 
five months has been wrought by a change of 
attitude on the part of the public, i. e., from 
unwillingness to buy to willingness to buy 
—a change of mentality induced indeed by a 
combination of circumstances, but not by any 
change in monetary or banking conditions. 
The same has been true of the recovery from 
every other depression experienced in this 
country. Moreover, if attention is given to 
all of the conditions which brought about the 
depression and fall of prices—the war, the 
phenomenal demand for man-power and nat- 
ural products, the inflation of credit, the in- 
crease of debt, the disorders in production and 
trade, the loss of confidence, the spread of 
panic—it will be found that violent changes, 
both in conditions and psychology, were re- 
sponsible for the price fluctuations, rather 
than any defect or deficiency in the gold stand- 
ard or this country’s monetary system. 

The managed currency idea is that a mone- 
tary system should provide a stable level of 
prices from year to year and from generation 
to generation, regardless of all the influences 
inherent in human nature and arising from 
the activities of men which naturally affect 
prices. We will not discuss the theory now 
on its merits, for lack of space, but the mere 
statement of what is expected of it is enough 
to show that it is an ideality rather than a 
remedy for price-disorders that can be 
promptly put into effect or that will inspire 
confidence. 

Of course, there is a degree of management 
in all modern currencies. The best system of 
management ever known was that which 
linked nearly all the currencies of the world 
together through the gold standard, with each 
country free to manage its internal currency 
and bank credits to suit itself. It is generally 
agreed that it is fundamental to order in inter- 
national trade and finance that the currencies 
shall be linked to each other. It is conceivably 
possible that if all the nations will return to 
the gold standard a larger degree of coopera- 
tion between central banking institutions may 
be gradually developed, but there is no pros- 














August, 1933 





pect whatever that the nations will agree to 
international management of national curren- 
cies. It seems highly improbable that the 
United States Government ever will give seri- 
ous consideration to such a proposal. This 
being so, it is possible for the United States 
to have a managed currency only by abandon- 
ing the idea of having firm exchange relations 
with other countries, which from every view- 
point would be deplorable. 


Gain in Second Quarter Profits 





The broad expansion in business - activity 
that began last March is reflected in the cor- 
porate reports published during the past 
month, covering the second quarter of the year. 
A tabulation of the statements of 163 repre- 
sentative industrial companies engaged in di- 
verse lines of manufacturing and trade shows 
a marked upturn in earnings in contrast with 
the downward trend that had been almost 
continuous for more than three years. Ap- 
proximately 80 per cent of the companies im- 
proved their earnings as compared with the 
preceding quarter, and 70 per cent were better 
than in the second quarter of last year. Only 
35 per cent of the companies operated at a 
deficit during the second quarter of this year, 
as against 58 per cent in the preceding quarter 
and 51 per cent in the second quarter of 1932 
and, in the majority of cases the companies 
still in the red have been able to reduce their 
deficits materially. 

Combined net profits, less deficits, of the 163 
industrial companies amounted to approxi- 
mately $77,000,000 in the second quarter of 
this year, while in the first quarter the same 
companies had a deficit of $21,000,000, and in 
the second quarter of 1932 profits of $5,000,- 
000. At the beginning of this year this group 
had a net worth of $8,553,000,000. The im- 
provement was unusually large in such indus- 
tries as automobiles and accessories, baking 
and food products, chemicals and drugs, elec- 
trical and other machinery, building materials, 
merchandising, mining and miscellaneous 
manufacturing. 

The increase in number of companies now 
on an earning basis and in their aggregate 
profits is shown by the following summary: 


In Thousands of Dollars 


Second First Second 
Quarter Quarter Quarter 
Reporting Profits 1932 1933 1933 
POOIIOE  cictesemsicctecsccannice 80 69 106 
PRED anes dassihcicctdsidereds $63,352 $46,006 $108,774 
Reporting Deficits 
i, aE 83 94 57 
BOOEROIER * scissssicicticcsiionsssce $58,397 $66,929 $ 31,814 
Total Reporting 
NT dincientnaninieaniens 163 163 163 
BUGS PPPOE cccccsceccscessece $ 4,955 D-20,923 $ 76,960 


The recovery in corporate earnings has per- 
mitted more favorable dividend declaration by 
many companies, and while the dividend trend 
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during the second quarter was still downward 
the rate was slower than before. According 
to the compilation by the New York Times, 
which embraces not only industrial but also 
railroad, public utility and financial companies, 
dividends were resumed or increased by 63 
corporations in the second quarter, compared 
with 45 in the preceding quarter and 28 in the 
second quarter of 1932. Dividend reductions 
and omissions totaled 570 as compared with 
609 and 1,000, respectively. Total dividends 
declared amounted to $619,000,000 in the sec- 
ond quarter, as compared with $603,000,000 in 
the preceding quarter and $727,000,000 in the 
second quarter of 1932. Since July 1 the num- 
ber of dividend reductions and omissions has 
been practically matched by the number of 
resumptions and increases and the usual cycle 
of dividend payments, of marching up hill and 
then down again, has apparently been com- 
pleted. 
Earnings for the Half Year 


Earnings for the first half year are at a 
somewhat higher level than a year ago, the ex- 
tremely poor results in the initial quarter of 
1933 being offset by the sharp gain in the sec- 
ond quarter. The accompanying table gives 
comparative figures covering the first half 
year for a group of 240 companies, including 
many companies which publish semi-annual 
but not quarterly statements, with a net worth 
aggregating $10,002,000,000. Combined net 
profits for the half year were $21,000,000 in 
1932 and $66,000,000 in 1933, while the annual 
rate of profits return on net worth rose from 
0.4 per cent to 1.3 per cent. The rise in rate 
of return is due in part to the reduction in net 
worth last year, brought about by operating 
deficits, by payment of dividends in excess of 
earnings and by writing down of capital and 
surplus in connection with revaluation of 
plants and properties, inventories, receivables, 
investments, goodwill and other assets. 


Railroad Earnings 


Recovery in general business has resulted 
in a heavy increase in railroad freight traffic 
and gross revenues, and has lifted sharply the 
net operating income remaining after ordinary 
expenses but before interest charges. In view 
of the desperate financial condition in which 
many railroads found themselves last year and 
the large loans from the Reconstruction 
Finance Corporation that were necessary be- 
cause of their lack of earnings and inability to 
refund maturing bonds and notes, the recent 
betterment in railroad finances is one of the 
most encouraging developments since the de- 
pression began. Reflecting the improvement 
in railroad credit, the railroad bond market 
has enjoyed a sensational rise this year, the 
Dow-Jones index of ten first grade rail bonds 
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INDUSTRIAL CORPORATION PROFITS FOR FIRST HALF YEAR 


Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 


Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and Sur- 
plus Account at Beginning of Each Year. 


(In Thousands of Dollars) 
























































Annual 
Net Profits Per Net Worth Per Rate of Re- 

Half Year Cent January 1 Cent turn Per Cent 

No. Industry 1932 1933 Change 932 1933 Change 1932 1933 
1 Auto—General Motors ............... $15,019 $48,068 +220.1 $923,803 $860,869 — 6.8 3.2 11.2 
8 Auto—Others .......ccccccccceee D-6,042 D-5,218 211,583 177,152 =—§ 1.3 ceccee —ccene 
18 Auto Accessories D-5,210 D-1,493 201,014 165,669 —17.6 sw ore 
6 Baking 13,861 10,161 284,290 263,485 — 7.3 9.7 7.7 
9 Building Materials ............00000 D-5,727 D-3,273 181,574 169,045 — 6.9 — csccce ——evveee 
11 Chemicals 24,667 25,746 954,242 894,862 — 6.2 5.2 5.7 
8 Coal Mining D-945 D-1,110 109,949 101,282 — 7.9 esse tide 
5 Construction 977 D-667 84,809 70,141 —17.3 a 5) seed 
9 Electrical Equipment .............. a 1,222 D-3,389 713,037 631,778 —11.4 | es 
15 Food Products—Misc. ...........0 37,867 36,257 702,626 631,747 —10.1 10.8 11.5 
10 Household Goods ..........ccccseseese D-2,508 6,466 249,208 207,589 —16.7 sow 6.2 
1 Iron & Steel—u. S. Steel........ D-36,671 D-25,358 2,003,693 1,911,145 9§—— 4.6 aennee sane 
16 Iron & Steel—Others............000 -33,469 D-26,988 1,423,383 pe ek) aS a 
11 Machinery D-2,391 D-1,517 178,105 128,542 —27.8 = wu. eceeee 
10 Merchandising ............ccccscecssseves D-4,302 2,175 241,601 211,589 —12.4 _...... 2.1 
6 Mining, Non-ferrous ..........00008 1,306 2,537 108,523 103,704 — 4.4 2.4 4.9 
5 Paper Product .......sccccccscsecceseees 67 127 105,549 101,249 — 4.1 1.3 0.2 
11 Petroleum 7,894 D-9,453 870,156 752,838 —13.5 Ee Rae Sate 
4 Printing & Publishing.............. 5,614 1,665 — 70.3 71,961 64,867 —9.9 15.6 5.1 
4 Railway Equipment tae D-888 Dh, 3E8 ~~ ercreesrenss 179,126 169,166 — 5.6 cscs —aevese 
4 Restaurant Chains 801 Del8T hi dckctesseee 55,862 39,868 —28.6 ) eee 
4 Shoes 3,722 4,605 + 23.7 162,022 148,784 — 8.2 4.6 6.2 
8 Textiles D-1,444 596 gah 64,119 46,145 —14.7 4... 2.6 
5 Tobacco (Cigars) ........cccccccsceeee 891 1,131 + 26.9 66,636 57,098 —14.3 2.7 4.0 
33 Miscel. Manufacturing ........... 8,803 7,527 — 14.5 494,877 440,167 —11.1 3.5 3.4 
18 Miscel. Services .......ccccccccseeseee D-2,525 BPCTGR | \ncerumeotace 376,373 320,904 14.7 —ceccee aeons 
240 Total $21,194 $66,302 +218.4 $11,008,121 $10,001,870 — 9.1 0.4 1.3 

D—Deficit. 


moving up from a low of 80.35 to a high of 
93.51 and the index of second grade rails from 
a low of 55.97 to a high of 77.60. Comparative 
figures for the first six months of 1932 and 1933 
are given below, with the latest month partly 
estimated: 


In Millions of Dollars 














Gross Net Operating Net Income 

Revenues Income After Charges 
Month 1932 1933 1932 1933 1932 1933 
Jan. $ 272 $ 272 $11 $18 §$D- 29 $D- 30 
Feb. 264 212 22 10 D- 19 D- 33 
March 286 218 33 11 D- 6 D- 32 
April 265 225 20 19 D- 20 D- 25 
May 252 255 12 41 D- 30 D- 2% 
June 246 279* 13 45* D- 21 2* 
6 Mos. $1,601 $1,417 $112 $139 $D-127 $D-120 





* Partly estimated. D—Deficit. 


Results given above for the first half of the 
year 1933 indicate that improvement in rail- 
road earnings still has a considerable distance 
to go before there will be any liberal margin 
over bond interest charges to apply on the 
common and preferred stocks and justify still 
higher share prices, but the upturn in trend is 
extremely important. Earnings of the rail- 
roads, as well as the industrial companies, dur- 
ing the latter half of the year should make an 
increasingly favorable comparison with the 
corresponding period last year, when the trend 
was sharply downward. 


The Possibilities of Industrial Control 


Theoretically the gains from centralized 
control of the economic system may be thought 
of as possibly very great, but almost everyone 
will qualify his expectations by saying that 
“everything depends on the management.” It 
is possible that centralized control of all in- 
dustry might be so good for a time that the 
aggregate of results would be above the record 
of free industry, or so bad as to be far below 
that record. Under free industry some of the 
management is good and some of it bad, with 
the general result that the good succeeds, the 
bad does not, the waste is charged up to ex- 
perience, and the record of the last 100 years 
shows marvelous progress to have been made. 
Whether progress would have been as great 
under centralized control as under free indus- 
try is a subject upon which any one can have 
his own opinion. 

It has been often said superficially that a 
wise and benevolent dictatorship would fur- 
nish the best government that could be had, 
but notwithstanding the occasional revulsions 
of democracies from their own rule, the dic- 
tator idea does not make real headway. Resort 
to it only means that over and above every- 
thing else all peoples are agreed that law and 
order, with leadership and authority, is the 
first requisite of social life, and that at times of 
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despair over the weaknesses of democracies, or 
in emergencies created by or resulting from 
War, they will welcome relief by forms of gov- 
ernment which promise to be immediately 
more effective. There is no reason to think 
that the people are less tenacious of freedom 
in the ordering of their daily lives than they 
ever have been. 

It is not to be assumed that the experiment 
in industrial control now being undertaken 
will be revolutionary in administration or re- 
sults, or anything more than what it purports 
to be, viz: a temporary means of aiding private 
industry to regain its equilibrium, partly 
through greater freedom in cooperation than 
the law has hitherto permitted, and partly by 
the support of law and authority. It is prob- 
able that the hurriedly formed codes and reg- 
ulations will represent a compromise of opin- 
ions, but conservatively administered this 
grant of authority should be helpful and the 
experience teach lessons of lasting value. 

Control of the workings of the economic 
system in its details would call for some such 
intimate knowledge of it as the skilled surgeon 
or physician has of the vital processes of the 
human body. Both are highly intricate and 
nicely adjusted systems which sometimes get 
out of order, and while there is a border of 
debatable ground surrounding every body of 
learning there is a science of physiology and a 
science of economics, each entitled to be so 
called because it represents the agreed conclu- 
sions of persons generally recognized as au- 
thorities on the subject. 

There are questions in economics over 
which disagreements occur, but the authorita- 
tive conclusions are based upon careful studies 
of the development of industry and trade, 
from the simple conditions when everybody 
did everything for himself to the vast system 
of production and trade existing today, in 
which everybody does little directly for him- 
self because every want is ministered to by 
specialists possessed of a wealth of skill, 
knowledge and facilities which individuals of 
themselves never possibly could command. 
The whole development and rationale of the 
system should be known in order to have a 
clear understanding of the disorders to which 
it is subject. 


The Importance of Relations 


The lesson which stands out in any analysis 
of the economic system is the importance of 
the relations between all parts of the system 
and of the common interest of all parts in 
the efficiency of the system as a whole. This 
is illustrated by an industry which has numer- 
ous subdivisions contributing to the product. 
The working force of a shoe factory consists 
of many groups which perform independent 
operations upon each shoe, besides the “over- 
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head” organization, and perhaps collateral or- 
ganizations supplying materials, etc. It is 
necessary that all of these groups shall be, 
numerically or in working capacity, in bal- 
anced relations to each other, in order to pre- 
vent loss of time — unemployment — and that 
the best results may be had. Evidently this 
is essential to the success of the business and 
stability of employment in it. If the groups 
get out of step, they hold each other back, and 
diminish their own earnings and those of the 
business. 

Furthermore, every group of industries and 
every branch of service in the entire industrial 
system bears a relation to that system as a 
whole corresponding to the relation which 
each group of workers in the shoe factory 
bears to that business as a whole. The whole 
system and all of its subdivisions are tied to- 
gether in the task of supplying the wants of 
the public, and waste or disorder anywhere 
impairs the results to all. 

The equilibrium of relations between the 
subdivisions of a factory organization is main- 
tained by the management, but there is no 
overhead authority to maintain the equilib- 
rium between all the parts of the economic 
system. This has been maintained in the past 
by the law of supply and demand and the dis- 
cipline of the competitive system, and so effec- 
tually that the participants have scarcely 
known that there was any cooperation or com- 
pulsion about it. 


Wages, Prices and Distribution of Product 


The rates of compensation for the different 
kinds of work and the prices of different 
products and services are the most important 
subjects of controversy in the economic sys- 
tem, but they are fundamentally regulated by 
the law of supply and demand. The available 
working force is automatically distributed in 
the various industries and occupations by the 
varying rates of pay. No other system of dis- 
tributing the labor supply is conceivably prac- 
ticable. The Soviet Government, which be- 
gan with the system of equal pay for every- 
one, found it necessary to adopt the system 
of pay according to work, in order to secure 
the cooperation of the workers in their distri- 
bution as needed and to provide employment 
for all, and the capitalist system, instead of 
being controlled or dominated by a few, as 
absurdly alleged, is shaped and directed by the 
wants and purchasing power of the general 
public and by the initiative of every person 
who can create a new want or a new way of 
ministering to an old want. The system is 
changing continually to meet the popular will, 
making new fortunes and wiping out old in- 
vestments, with no consideration for anything 
but the commands which come through the 
markets. And while the public in its consum- 














August, 1933 


ing capacity dominates the markets, the same 
public in its capacity as producers classifies 
and distributes itself in the industries by the 
diversity of qualifications and according to the 
varying values which the public itself places 


upon different goods and services. The re- 
wards of management and of capital are won 
as they may render aid in the processes of pro- 
duction and exchange. 

The economic product is distributed back 
to the producers on the basis of the contribu- 
tion of human effort by each participant, as 
valued in the markets. Contrary to common 
opinion the share of capital is very small, 
probably not more than 5 per cent of the ag- 
gregate product, which is insignificant in com- 
parison with the increase resulting from the 
use of the capital equipment. A moment’s re- 
flection should satisfy anyone that the share 
of the total production consumed by or de- 
voted to the rich is small, but we shall recur 
to this phase of the subject at another time. 


The Necessity for Balanced Relations 


The climax of perfect organization would 
be achieved, as we quoted from Dr. Richard 
T. Ely last month, in “that balanced produc- 
tion which giving employment to all labor, all 
capital and other economic resources would 
produce a maximum of satisfaction of human 
wants.” Of course, a perfect state of balance 
never is attained, for changes are always go- 
ing on in the industries and any change would 
affect every part of a perfectly balanced sys- 
tem. Nevertheless it is a guiding principle 
that the more nearly the system can be kept 
to the balanced state the higher its produc- 
tivity will be and the higher the general state 
of welfare will be. In this state the community 
would be getting all that the system could give 
at the existing stage of development. No 
change in balanced relations could be made 
without lessening the results; the compen- 
sation of no single group could be raised 
without thereby depressing the compensation 
of the other groups, or without causing unem- 
ployment in the group gaining the supposed 
advantage. Whenever the economic system is 
thrown out of balance, unemployment results, and 
conversely, whenever unemployment appears it 
is proof of an unbalanced condition. 

“Order is Heaven’s first law,” and the prin- 
ciple of the equilibrium is seen everywhere. 
All of the worlds that swing in space are held 
in their places by counterbalancing influences. 
Chemistry teaches that the mysterious forces 
with which it deals are in a state of rest only 
when in balance with each other. The animal 
body is an intricate and delicate organism, 
composed of many elements which are under- 
going change daily, and every dietitian or 
skillful livestock feeder knows that unless the 
food ration is in balanced proportions the un- 
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matched portion will be unassimilated, which 
means unemployed. Every great musical com- 
position consists of a harmony of vibrations, 
every note out of place produces a discord; 
and so in the economic system every man with- 
out a job is a misplaced and discordant note. 


Dangers of Economic Control 


The sound idea in the Industrial Recovery 
Act is that of restoring the equilibrium 
throughout industry. The ideal way to do this 
is by developing the conscious purpose of co- 
operation in the economic system, thus em- 
phasizing the common interest in the efficiency 
of the system as a whole. Another is by curb- 
ing the abuses of competition, such as unfair 
methods, sweat-shop wages, etc., without im- 
pairing the freedom or rewards of progressive 
business management. 

It will not be questioned that there is dan- 
ger in any attempt to regulate business by 
control in the hands of the political govern- 
ment, quite aside from any possible relation 
to partisan politics. There is danger that un- 
sound ideas urged in all sincerity in the name 
of social welfare may influence its policies. 
Among such is the theory just now widely 
prevalent that capacity for production has so 
increased that the industrial problem is no 
longer how to enlarge the supply of comforts 
which all the people would like to enjoy, but 
how to fairly divide a limited amount of em- 
ployment. This theory is a mistaken one and 
will hamper social progress. 

In our last issue, in comments upon this 
idea, the suggestion was made to readers en- 
tertaining it that they mentally divide the 
families of this country into two groups, one 
comprised of the 10 per cent having the highest 
money incomes and the other group including 
all remaining, and ask themselves whether the 
members of the latter group would not be glad 
to raise their scale of living to the present level 
of the 10 per cent group. In response we have 
received letters treating this suggestion as 
palpably absurd, on the ground that by no 
possibility could the purchasing power of the 
90 per cent be raised to accomplish this end, 
no matter what the productive capacity might 
be. These letters show the prevalence of two 
persistent fallacies, viz: (1) that there is only 
a limited amount of work to be done in the 
world, and (2) that purchasing power orig- 
inates in money. The writers miss the point 
that purchasing power and the standard of 
living originate in labor and the products of 
industry, rather than in money-wages or 
money. The only obstacle to raising the aver- 
age living standard of the 90 per cent to the 
present average level of the 10 per cent is that 
at present it is impossible to produce the in- 
creased quantities of all the goods that would 
be required. Nominal wage-increases in 
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money would not produce them, but there is 
reason to believe that the industries will do it, 
sooner or later, if permitted, and it is certain 
that if the goods are produced by the different 
industries in proper proportions and priced in 
proper relations, they will buy and pay for 
each other in the markets and inevitably enter 
into the standard of living. ~ 

It is pertinent to the opposition which exists 
to increasing the efficiency of industry that 
with all of the improvements in production 
made since 1913, the cost of living in the 
United States in June, 1933, as calculated by 
the Bureau of Labor, was 28.3 per cent above 
the level of 20 years earlier, and this in money 
alleged to be high-priced because commodities 
are low-priced. 

The fact that the industrial system functions 
by an exchange of services, of itself disposes 
of the theory that there may not be work 
enough for everybody. The people of this 
country would scrap all their possessions every 
year or oftener, for the sake of having the 
latest products, if they could pay for them with 
their own services, and had nothing else to do. 
It would be as practical to talk about exhaust- 
ing the possibilities of exchanging conversa- 
tion as to talk about exhausting the possibili- 
ties of exchanging services. 


The Length of the Work-Week 


There is room for differences of opinion as 
to how many working hours there should be 
in a week, and that may well be left to the 
workers themselves, to be considered in con- 
nection with what they want their standard 
of living to be, but they should have a clear 
understanding of whether they would rather 
have more leisure or more things. There is 
no reason to think that at any given time the 
industrial organization can produce as much 
in 30 hours as it can in 40, or as much in 40 
hours as in 48, and certainly it cannot dis- 
tribute more than is produced. A shortening 
of the hours in which the industries operate is 
a curtailment of production to offset the gains 
of industrial progress, based on the theory 
that such gains force unemployment. 

Furthermore, if the arrangements being 
made for 30 hours of work in one line of indus- 
try, 36 in another, 40 in another and so on, 
include minimum weekly wages which have 
the effect of increasing the costs and selling 
prices of goods, there is danger that the sys- 
tem will be unbalanced and that the desired 
increase of consumption will not occur. The 
work-week cannot be shortened and hourly 
wages raised on that account and the costs 
passed on to consumers, without affecting the 
quantity of goods sold and the amount of em- 
ployment that can be given. A victorious fight 
to raise a minimum wage-rate does not assure 
employment at that rate, for if the rate does 
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not correspond to conditions it will cause un- 
employment. Consumers finally determine all 
such questions. They have only a limited 
amount to spend and make their own choice 
of the best use for it. 

Wages, employment and costs of living are 
all factors in the inevitable equilibrium. The 
problem of unemployment is not satisfactorily 
solved by taking work away from those who 
have it and giving it to others, but by re- 
gaining the normal relations which will afford 
employment for all, enable all the products to 
enter into consumption, and thereby provide 
a standard of living higher than would be possi- 
ble under any scheme of restricted operations. 


Building Up Purchasing Power 


The air is full of well-meant talk about 
building up purchasing power, much of which 
does not recognize the fact that purchasing 
power given to one group at the expense of 
other groups does not increase the aggregate. 
It is the bootstrap method of increasing pur- 
chasing power. It is a familiar fact that the 
industries have been working for three years 
on very small margins of profit or without 
profits, and it is unlikely that they are in posi- 
tion to absorb rising costs without increasing 
their prices. While it is probable that there is 
little basis for the charge of profiteering, it is 
certainly an illusion to think that costs can be 
raised without affecting prices at least in cor- 
responding degree. 

It is only as the abnormal disparities in 
wages and prices are corrected, that purchas- 
ing power can be increased. Here the oppor- 
tunity exists because both sides gain by an 
increase of consumption. Since all groups in 
the system buy from and sell to each other 
and nowhere else—virtually an exchange of 
products—a group which holds its prices above 
the normal exchange level lessens the ability 
of the other groups to take its goods, with the 
result that trade languishes, consumption de- 
clines, unemployment occurs, and all groups 
suffer from the common cause—unbalanced 
trade relations. 


Unbalanced Relations Between Wage-workers 


The question of fair exchange relations 
arises not only between the farmers and wage-. 
workers but among the latter, for wage rates 
have had a great lack of uniformity since 1929. 
There were more than 48,000,000 gainfully 
employed persons in the United States in 1930 
as reported by the census, and of these only 
10,622,000 were employed in the manufactur- 
ing industries and on the steam railroads, 
where attention is just now largely centered. 
It is well known that since 1929 wages have 
fallen much more in the relatively small in- 
dustries and in employments outside of indus- 
try than in the large groups. We referred last 


















month to the recent bulletin on wages issued 
by the National Bureau of Economic Research 
and prepared by Professor Leo Wolman, who 
is a member of the Advisory Committee for 
Labor of the Economic Recovery administra- 
tion, and to its showing of the changes in the 
“real weekly earnings” of employes in some 
of the principal industries from 1929 to 1932. 
The figures given are based upon the payrolls, 
and make a comparison of actual earnings in 
1932, whether for full time or short time, with 
such earnings in 1929, by means of plus or 
minus percentages, all earnings being reduced 
to purchasing power by comparison with cost 
of living figures. We quote: 

Applying this figure to the percentage changes in 
earnings in the same period, real earnings, or the pur- 
chasing power of money earnings, in 1932 are shown 


in the following tabulation to be in some cases sub- 
stantially below 1929, but in others appreciably higher. 


Per Cent Change in 














Industry Real Weekly Earnings 
1929 to 1932 
Manufacturing —14.9 
Metalliferous Mining ...........cscceseee —29.4 
Anthracite Coal + 3.1 
BERR TRNAMIO A OOO | cccecesccccceccreenscacssesses —20.8 
Public Utilities +24.0 
Trade +12.1 
Claims ET FRRTORES ccs ssctnsccscicccessnssine + 6.7 


It will be seen that in the case of four of 
these groups, notwithstanding much short 
time, the employes who were retained in em- 
ployment had on the average larger real earn- 
ings in 1932 than the employes of the same line 
of industries had in the year 1929. The manu- 
facturing group, which shows a loss of about 
15 per cent, includes many more workers than 
any of the others, but the 15 per cent is an 
average of all the industries classified under 
that head, and if the details were available 
they doubtless would further illustrate the in- 
equality of earnings among wage-workers 
since 1929, as judged by normal relations. The 
variations in employment were even greater 
than in wage-rates and largely due to the fail- 
ure of wage-rates to conform to general in- 
dustrial conditions, thus retarding the natural 
decline of prices and contributing to the un- 
balanced situation. These are typical of the 
causes which spread the great depression. 


The Farm Situation 


It remains true, however, that the most seri- 
ous of all maladjustments has been that be- 
tween the prices of what the farmer has to 
sell and the prices of what he is accustomed 
to buy. Even in the month ended June 15, 
1933, the purchasing power of his principal 
products, as calculated by the Department of 
Agriculture was only 62 per cent of the five- 
year pre-war average, although this compares 
with 48 in the corresponding month of last 
year. Nothing has been said about a 30-hour, 
or even 40-hour, week for him, although a plan 
has been adopted for a consumption tax upon 
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certain of the principal farm products, the pro- 
ceeds to be allotted to farmers who will agree 
to reduce production. The weather also has 
taken an effective part in reducing production, 
but whether or not these influences will cor- 
rect the maladjustment affecting the farmers 
remains to be seen, since while farm products 
have been advancing the things which he must 
buy also have been moving upward. 


The Great Question 

This review leads to the conclusion that 
theoretically, the idea of centralized control 
affords a promise of a better state of order in 
industry than has existed in the past, or at 
least better than has existed in the last three 
years, but obviously this will depend upon the 
management. The problem is to accomplish 
by the discriminating exercise of persuasion 
and authority such a readjustment of relations 
as will realize the goal described in the quota- 
tion from Dr. Ely above. Obviously this can- 
not be done by increasing all wages and prices 
together, not correcting the maladjustments. 
There is something illogical about raising 
wages in an industry which already is re- 
stricted in its operations because its products 
cannot be sold, for sales are chiefly dependent 
upon costs and prices. It would seem that so 
long as millions are wholly out of employment 
and millions more on part time, it will be de- 
sirable to increase employment rather than the 
costs of living, which affect everybody’s pur- 
chasing power. 

Much anxiety is expressed in Washington 
lest production may be getting ahead of pur- 
chasing power. It is equally important that 
costs and prices do not get ahead of purchas- 
ing power, but the whole truth is that produc- 
tion itself is purchasing power, and the only 
purchasing power, because every individual and 
group buys the products and services of others 
with its own products and services. The solu- 
tion of the whole problem is in balanced rela- 
tions, and evidently the problem will not be 
solved by giving exclusive attention to the 
industries which include only about one-fifth 
of the gainfully employed population. 

After all, the great question does not relate 
to either the ability or good purposes of any 
group of men who might be in charge of the 
experiment, but is simply whether in the na- 
ture of democratic governments, any authority 
thus derived can be expected to successfully 
find its way through the maze of theories, in- 
terests and controversies in which such an 
undertaking is involved. There is one way by 
which it may be done, to-wit, by rigorously 
limiting the scope of regulation to the sup- 
pression of unfair and clearly uneconomic 
policies, but otherwise accepting the guidance 
of the natural forces which have accomplished 
all of the economic progress of the past. 
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F there ever was a time when constant attention 
is advisable in the management of investments, 
that time is now. 
reaching effect are happening so rapidly that no 
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one can afford to “put investments away and 
forget them.” 


While you are away vacationing—when you are 
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